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CANADA'S TRADE STRATEGY 


Trade expansion in United States and overseas markets is vital to continuing 
Canadian prosperity. We have intensified our export promotion efforts in the 
U.S., the Pacific Rim and the European Community over the last two years. 
Securing and enhancing access to foreign markets for Canadian exports is 
the most important dimension of our trade strategy. 


Accordingly, the Government of Canada is now actively pursuing trade 
liberalization in the multilateral negotiations with the 93 countries in the 
General Agreement on Tariffs and Trade. Of crucial importance, we are in the 
midst of negotiations with the United States on a comprehensive bilateral free 
trade arrangement which would secure and enshrine our mutual trading 
relationship, the largest in the world. 


An outline of an agreement between Canada and the United States is 
emerging. Fleshing out the framework at the bargaining table is the task of 
the next few months. Should it bear fruit in a trade treaty of reciprocal benefit 
which finds approval by Canadians and Americans, we shall make an historic 
advance along the path of free and fair trade. Such an event would also give 
impetus to the GATT negotiations. 


The trade negotiations are about Canada’s future. They are about jobs — 21st 
century jobs. They are about economic growth for Canada’s regions. They 
are about creating the wealth to nurture the social and cutlural policies which 
sustain our national identity. For Canada, there can be no doubt that 
stemming the tide of protectionism and opening up access to world markets 
is the route to progress and prosperity. 


This publication is intended to provide Canadians with general information as 
to why the Government of Canada is undertaking its two-track negotiations, 
what they are all about, what our objectives are, the significance of trade to 
Canada’s economic performance and answers to a number of questions in 
the public discussion of our trade strategy. 


Gime 


Honourable Pat Carney 
Minister for International Trade 
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WHAT IT’S ALL ABOUT 


Mi arket access for our 
exports — security and 


gums predictability of access; 
better and broader access to bigger 
markets for Canadian goods and 
services. That’s what our two-track 
trade negotiations are all about. They 
are also a key to our economic future. 
Thirty per cent of our national income 
and three million jobs depend on 
trade. 


Through 40 years of trade liberaliz- 
ation our exports have multiplied 10 
times, our national income has more 
than tripled and the number of jobs 
doubled. But our share of the world 
market place has been declining in 
the face of fierce global competition. 
And the mounting tide of protection- 
ism Is increasingly raising barriers to 
the sale of our goods in international 
markets. 


Canada is working hard in the new 
round of multilateral trade negoti- 
ations to fortify the role of the General 
Agreement on Tariffs and Trade in 
international trade, to eliminate tariffs, 
reduce other barriers and extend the 
agreement’s discipline to agriculture 
and services. We are also in the 
midst of complementary bilateral 
negotiations with the United States 
on “‘the broadest possible package of 
mutually beneficial reductions in 
barriers to trade in goods and 
services.” 


Canada and the U.S. are each other’s 
biggest customers, doing the biggest 
volume of trade in the world — over 
$170 billion. Seventy-seven per cent 
of our exports go south of the border. 
Over two million Canadian jobs 
depend on this trade. It makes sense 
to try to secure, enhance and en- 
shrine our access to the U.S. market 
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in acomprehensive, long-term, 
binding treaty consistent with Canada’s 
GATT obligations. The U.S. govern- 
ment regards our discussions as the 
most important bilateral negotiations 
it has ever undertaken. 


SECURING ACCESS 


e We are negotiating a new regime 
on trade remedy law. We seek 
to limit recourse to contingency 
protection — trade remedies that 
provide for the imposition of anti- 
dumping duties, countervailing 
duties, and safeguard measures 
such as quotas. American trade 
remedy actions have affected 
about $6.5 billion worth of Canadian 
products in many sectors, most 
recently and notably softwood lum- 
ber. The creation of a new dispute 
settlement mechanism is central to 
successful negotiations and vital to 
every export industry. 


ENHANCING ACCESS 
e We want to phase-in the elimination 
of tariffs and non-tariff barriers over 
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a transition period. Most trans-border 
shipments enter duty free in each 
direction, but remaining tariffs are 
significant obstacles to the exports 
involved. We also wish to harmonize 
customs procedures and rules of 
origin. 


We are seeking agreement on non- 
tariff issues such as government 
procurement restrictions, regulatory, 
administrative and technical imped- 
iments to trade, and intellectual 
property rules — patents, copyrights 
and trademarks. These matters 

are important to many businesses. 


We are discussing for the first time 
trade in services. This sector 
accounts for more than two thirds 
of Canada’s gross domestic 
product and about 12 per cent of 
total exports of goods and services, 
mainly to the U.S. While Canada 
has.a merchandise trade surplus 
with the U.S., we have a deficit in 
services. We are looking for a 
framework of principles which 
permits progressive liberalization 


JOBS 


of market access and regulatory 
rules in the area of services trade. 


ENSHRINING ACCESS 


¢ We want to reach a binding agree- 
ment which institutes a mechan- 
ism for effective, efficient and 
equitable settlement of trade 
disputes, provides for transitional 
adjustment in its implementation 
and preserves rights to independent 
policies in pursuit of fundamental 
and distinctive national goals. 


One way or another, these negotiations 
affect every sector of the Canadian 
economy. The issues are complex 
and difficult, especially where new 
ground is being broken. The bar- 
gaining is tough. It involves give 

and take. Each item tends to affect 
everything else and the trade-offs 
cannot be finally weighed until the 
end of the day. To reach a deal, both 
Canada and the U.S. have to see 
net gains to their economies. The 
broader the scope of agreement, 
the greater will be the potential 
economic benefits on both sides. 


i en 
NON-NEGOTIABLE 


¢ Our political independence: we are 
not negotiating a customs union or 
common market with the U.S. 


¢ Our national heritage: our 
unimpaired right to set our own 
social and cultural policies; our 
capacity to support regional 
development. 


rade is the engine of growth. 

Everybody gains from it. 
mam lrade creates wealth and 
fuels further economic development 
— investment, production, jobs and 
income. Removing barriers to trade 
is the key to the process. Ensuring 
economic growth and expanding 
employment are the principal object- 
ives of Canada’s two-track trade 
negotiations. 


On average, each $1 billion in 
exports leads to the creation of 
15,000 jobs. If we could gain just one 
additional percentage point share 
of world trade the result would be 
the creation of 400,000 jobs for 
Canadians. Or, for example, if we 
could negotiate access to the U.S. 
government procurement market 
and capture one per cent of it, that 
could lead to more than 100,000 
new jobs. 


On the other hand, the forces of 
protectionism have already affected 
thousands of existing jobs and 
threaten many more. It is estimated 

a 10 per cent reduction in our exports 
to the U.S. could cause up to 250,000 
Canadians to lose their jobs. Maintain- 
ing the status quo is simply not an 
option in our trade relations with 

the U.S. 


A comprehensive Canada-U.S. trade 
agreement offers the prospect of an 
improved environment for investment, 
new productive plant, economies 

of scale and specialization, higher 
levels of productivity and better, more 
secure jobs — jobs with a future. 


High productivity means lower infla- 
tion, more jobs, stronger economic 
growth and new wealth to finance our 
social, cultural and regional goals. 
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The link between productivity and 
jobs is direct: higher productivity 
leads to higher incomes, which, in 
turn, create additional spending 
power. This increased spending 
power leads to more jobs. The history 
of trade liberalization in GATT verifies 
the linkage. 


Most studies of the employment 
impact of free trade with the U.S. 
project positive gains. The Economic 
Council of Canada, in its October 
1986 report, Changing Times, sug- 
gests that the overall gain from free 
trade could be in the order of 3.6 
per cent growth in gross national 
product by 1995. It predicts inflation 
would be lower and that the gain 

in employment could be over 
370,000 jobs. 


The Council also looked at the risks 
of no agreement and continued U.S. 
protectionism. Under this scenario, 
the Council indicates real growth in 
GNP could be five per cent less than 
projected, unemployment could rise 
2.4 per cent, and employment could 
decline by 525,000 jobs. 


Any trade agreements with the U.S. 
or our GATT partners necessitate 
adjustment. That is inevitable 
because trade agreements are 
designed to create changes in | 
national economies and to channel 
such change in a positive direction. 
This involves adjustment but 
adjustment is a constant feature of 


the Canadian economy in any event. 


About half the manufacturing firms 
active today did not exist 10 years 
ago. And there is already a high 
degree of mobility and adaptability 
in our labour markets. In any given 
year, about a fifth of our working-age 
population either leave or lose their 
jobs, while at least as many find new 
jobs. 


The adjustment process will be 
eased by a deliberate phasing-in 
period. That will provide time to 
rationalize some sectors if neces- 
sary, help in the retraining of workers 
if that is needed and ensure that 


any potential dislocation is quickly 
overtaken by the much broader 
benefits to be drawn from an 
agreement. 


A wide range of programs has been 
put in place by the government under 
the umbrella of the Canadian Jobs 


Strategy to facilitate labour adjustment. 


Extensive skills training and retrain- 
ing assistance is available now and 
will be available in the future to help 
workers exploit new opportunities, 
including those arising from free 
trade. The Industrial Adjustment 
Service run by Employment and 
Immigration Canada aids both 
employers and workers in identifying 
job opportunities and matching 
them up with people who can do the 
job. Mobility and job-search assist- 
ance programs also help those 
contemplating a move to greener 
pastures. 


The funds allocated annually to 
labour adjustment — about $1.5 


billion under the Canadian Jobs 
Strategy — play an important role in 
augmenting the dynamism that is built 
into our labour force. 


The Government is committed to 
maintaining the social safety net that 
allows Canada to respond flexibly to 
changes in the global economy. A 
new trade agreement with the United 
States will add to this flexibility and 
open up the new opportunities for 
economic growth that provide the 
best adjustment policy of all. 


———“ CL 
CONSUMER INTEREST 
Free trade is like lower taxes 


We think of trade benefits in terms 
of jobs and our interests as pro- 
ducers. But we mustn't forget 
we’re consumers too. An import 
tariff is a tax the consumer 
eventually pays in higher prices. 
Other restrictions which reduce 
the availability of imports have 
the same effect. In contrast free 
trade brings a greater selection 
of goods and lower prices. 


The consumer impact goes beyond 
the ordinary person’s shopping 
basket. Canadian industries using 
imported goods or services also 
benefit from lower cost inputs. On 
the other hand, trade barriers shift 
income away from the consumer 

to protected sectors. Thus the 
Consumers’ Association of Canada 
supports appropriate moves to free 
trade. 
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C anada is a trading nation, 
one of the world’s great 
mums traders, in fact. We export 
more per capita than any of the 
world’s major industrialized nations. 
The United States is our most impor- 
tant trading partner. Our trading 
relationship provides growing 
economic opportunites and work for 
millions of people in both countries. 


Take the automotive industry. In 1986, 
the Canadian industry employed 
about 130,000 people and shipped 
$34.4 billion worth of automobiles 
and parts to the U.S., both tariff free 
to a significant extent. 


Look at our forest products industry. 
It employs about 300,000 people. 

In 1986, it exported about $13 billion 
worth of products across the border. 


These are but two examples of the 
significance of our trade with our 
neighbour. 


Now look at the big picture. Trade 
between us has grown dramatically. 
In 1970, our commodity exports to the 
U.S. were about $11 billion and our 
imports around $9 billion. In 1986, 
our U.S. exports were worth $93 
billion (77 per cent of the total) and 
American imports into Canada were 
worth $77 billion (69 per cent of the 
total). Our trade meant jobs for more 
than two million Canadians. 


By the same token, Canada is the 
United States’ largest trading partner 
and the American share of our 
market has been increasing, in 
contrast to U.S. export experience 

in other countries. 


In 1986, more than a fifth of American 
exports came north into Canada. Two 
million American jobs depend on 
trade with us. 


PARTNERS IN TRADE 


Altogether $170 billion of commodity 
trade is done across our border and 
more than four million jobs are 
involved. An understanding of the 
sheer size of our trading relationship 
sharpens when compared with our 
trade with our second largest partner. 
Japan accounted for five per cent of 
our exports and seven per cent of our 
imports in 1986. The message is 
Clear. Selling to the U.S. is vital to our 
economic well-being. And though 
the relationship is asymetrical, the 
Americans have a great deal at stake 
too in the Canadian market. 


The trade numbers merit close 
examination. In 1986, we exported 
$50 billion in finished goods to the 
U.S., but imported $55 billion, produ- 
cing a deficit of $5 billion. We also 
were in deficit on our special trade 
transactions account, exporting $282 
million, while importing $1.35 billion. 


But in other commodity categories 
Canada had a surplus in 1986. We 
exported $30.1 billion in fabricated 
materials while importing only $13.7 
billion, a favourable balance of $16.4 
billion. We exported $8.2 billion in 


crude materials, such as oil and gas, 
and imported only $3.4 billion for a 
surplus of $4.8 billion. We exported 
$3.9 billion in food, feed, beverages 
and tobacco, while importing $3.2 
billion. We exported $308 million in 

live animals and imported $150 million. 


All in all Canada had a commodity 
trade surplus with the U.S. in 1986 
of $15.8 billion. But historically we 
have had an overall balance of pay- 
ments deficit with it because of the 
deficit in services and investment 
transactions. 


The spectacular growth in Canada- 
U.S. trade reflects progressive tariff 
liberalization under successive GATT 
deals. Canada has also benefitted from 
special bilateral trade arrangements 

in the auto industry and defence 
production. Our current negotiations 
are building on past efforts at freer 
trade. 


We have left behind our old stereo- 
type as hewers of wood and drawers 
of water to become an industrial 
nation whose manufacturing exports 
have risen in the past quarter century 


CURRENT ACCOUNT BALANCE OF PAYMENTS 
WITH THE UNITED STATES — 1975-1986 
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from nine per cent to 47 per cent of 
total sales to the world. Nonetheless, 
our share of international markets 
has recently been declining and 
Canada has slipped from fourth to 
eighth place among free world 
trading nations. 


Moreover, as an industrialized nation 
searching for expanding markets 

for our goods, we face increasing 
competition from other countries with 
similar goals. At the same time, this 
international competition is inducing 
the erection of non-tariff barriers to 
trade around the world as countries 
act in the misbegotten belief that they 
protect jobs — even though history 
proves the end result is exactly the 
opposite. 


This is why our trade with our 
neighbour is running into trouble. 
Protectionist forces in the U.S. are 
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gathering strength. Directly and 
indirectly, a wide range of Canadian 
exports has felt the impact of U.S. 
contingency protection measures. 


Since 1980, at least 20 anti-dumping 
investigations, 11 countervailing duty 
cases and 13 safeguard actions were 
brought against Canadian exporters 
to the U.S. market. The latest and 
potentially most serious threat to our 
lumber industry was averted only 
after Canada agreed to impose an 
export tax of 15 per cent on lumber 
shipped to the U.S. 


U.S. actions have affected about 
$6.5 billion worth of Canadian 
products ranging from herring to rail 
passenger Cars, swine and pork, 
flowers, sugars and syrups, frozen 
french fries, rock salt, carbon steel 
pipes, mushrooms, footwear and 
apple juice. 
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MAJOR CANADIAN IMPORTS 
FROM THE UNITED STATES 
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Other sectors such as energy, agri- 
culture and steel are threatened by 
American administrative action or 
impending trade legislation in 
Congress. 


This trend should convince even the 
most skeptical among us that there 
is no longer any such thing as the 
status quo in our trade with the U.S. 
We cannot stand still. Either we see 
our trade opportunities, and event- 
ually our prosperity, fall prey to 
protectionism, or we seek a better 
relationship governed by an inter- 
national treaty. 


This would mean secure and en- 
hanced access to the U.S. market 
and a better way of settling disputes. 
Such an agreement would be a 
mighty trade plus for Canada. WW 
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SERVICES TRADE 


é n initiating the Canada-U.S. 
negotiations both sides agreed to 
mm explore reducing barriers to trade 
in services as well as in goods. Also 
for the first time, the services sector 
comes within the scope of the new 
round of multilateral trade negotiations 
launched under GATT auspices. 


The services industries account for 

a large and growing share of output 
(over two thirds of GDP and employ- 
ment) in both countries. Concurrently 
there has been an expansion of trade 
in services with the United States 
and between Canada and the rest of 
the world. This is particularly so in 
business services. 


In 1986 Canada’s total exports of 
services (excluding investment and 
transfers) were valued at $17.4 billion 
but imports were $23.9 billion. 
Exports of services accounted for 
nearly 60 per cent of non-merchan- 
dise sales and about 12 per cent 

of total current account receipts. 
Services exports to the U.S. were 
worth $10.5 billion but imports were 
$12.8 billion, producing a deficit of 
$2.3 billion compared with $231 
million in 1965. 


Financial services, transportation, 
telecommunications, informatics, 
consulting engineering, manage- 
ment consulting and other profes- 
sional services account for most of 
the trade in business services. But 
services trade statistics are not 
industry specific. Rather they are 
maintained in the current account 
as receipts (exports) and payments 
(imports) for such general categories 
as travel, freight and shipping, and 
business services. 


Travel receipts in 1986 amounted 
to $6.3 billion; freight and shipping 


receipts to $4.5 billion. Business 
services accounted for exports of 
$5.4 billion ($3.9 billion to the U.S.) 
and imports of $7.6 billion ($5.2 
billion from the U.S.). Proportionate 
to the growth in our trade in business 
services, however, the payments 
deficit has been shrinking over the 
last 20 years. 


A special Statistics Canada study of 
1984 trade in services published last 
year (not yet updated) indicated travel 
and business services were the largest 
contributors to the non-merchandise or 
invisibles deficit. The study allocated 
business services to 16 functional 
categories of receipts and payments. 


Royalties, patents and trademarks, 
and management and administrative 
services were the leading business 
services accounts, producing a com- 
bined deficit of $1.7 billion ($1.6 

billion with the U.S.). The manufact- 
uring sector accounted for 40 per cent 
of foreign payments and for 68 per 
cent of the deficit in business services, 
mainly through payments to foreign 
parent companies in the U.S. 


Canada became a net exporter of 
consulting and professional services 


10 years ago as our engineering 
firms in particular gained world- 
Class stature. In 1984, this account 
recorded receipts of $938 million 
($771 million from countries other 
than the U.S) and a surplus of 
$681 million. 


Tooling and other automotive 
charges (in approximate payments 
balance) were also among leading 
business services traded in 1984, 
principally with the U.S., as were 
equipment rentals and research 
and development (with a combined 
total deficit of $545 million). Canada 
enjoyed a surplus in communications 
and computer services with the U.S. 
and world wide. 


The Ministerial Declaration launching 
the Uruguay Round GATT negotiations 
calls for the establishment 

of ‘‘a framework of principles and 
rules for trade in services, including 
elaboration of disciplines for 
individual sectors with a view to 
expansion of such trade under 
conditions of transparency and 
progressive liberalization’. Similar 
objectives are sought in the Canada- 
U.S. bilateral arena. 
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In both sets of negotiations, frame- 
work discussions cover such matters 
as national treatment, regulatory 
procedures, market access liberal- 
ization and dispute settlement. 
Other issues include restrictions 
affecting temporary labour mobility, 
reciprocal professional accreditation, 
government procurement and 
subsidy/countervail policies. 


The negotiators are discussing the 
opportunities for elaborating sector 
trade rules consistent with a frame- 
work in such areas as transporta- 
tion services, enhanced telecom- 
munications services and computer 
services, financial services, engineer- 
ing and management consulting. At 
the same time they are addressing 
specific issues affecting these and 
other sectors. 


As most of the barriers to trade in 
services are administrative or 
regulatory in nature, it is important 

to bear in mind the commitment. of 
GATT participants to “‘respect the 
policy objectives of national laws 

and regulations applying to services.’ 
This guideline applies equally to the 
bilateral discussions of services trade 
between Canada and the U.S. which 
could become a precedent for a 
wider international agreement. “by 


TRADE FOR ALL 


i from the fishing banks off 
Newfoundland west to the 
@amm8 industrial plants of Québec 
and Ontario, from the Prairie wheat- 
lands and the forests of British 
Columbia, and north to the frozen 
waters of the Beaufort Sea, all Cana- 
dians benefit from international trade. 


Every region of Canada develops, 
processes and ships its resources 
around the world. In 1986, total com- 
modity exports were valued at $120 
billion. Of this, $93 billion worth, or 77 
per cent, went to the United States. 


Every region counts on selling in 
the American market for continued 
growth and prosperity. Each also 
depends to some extent on the U.S. 
for goods and services we do not 
produce or do not provide as 
efficiently and competitively as do 
the Americans. 


Region by region, the facts and 
figures illustrate the significance of 
the U.S. market to every province 
and territory and of the importance of 
access to it in the face of protectionist 
pressures and global competition. 


The Atlantic Region 


Fish, agriculture, forest products, 
energy and minerals are the basis of 
the Atlantic economy. Approximately 
75,000 jobs in the region depend on 
foreign trade. In addition to proces- 
sing industries, Atlantic Canada 

has a growing manufacturing and 
technology sector. 


In 1986, the Atlantic provinces 
exported $5.7 billion worth of goods. 
New Brunswick’s shipments reached 
$2.6 billion, of which $1.7 billion, or 
65 per cent, went to the U.S. Nova 
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Scotia’s exports totalled $2.1 billion, 
of which $1.4 billion, or 71 per cent 
moved across the border. Prince 
Edward Island exported $147 million 
and Newfoundland $1 billion worth of 
goods, 60 per cent and 55 per cent of 
their respective shipments going to 
the U.S. 


Quebec 


Wood, pulp and newsprint, alumi- 
num and other non-ferrous metals, 
electricity, passenger cars, aero- 
space, telecommunications and trans- 
portation equipment. These are the 
leading exports from Quebec, and 
most of them go south to the U.S. 


In 1986 Quebec exported $15.8 
billion worth of commodities to the 
U.S. That represented 76 per cent 
of its total exports. 


The province accounted for 17 per 
cent of all Canadian commodity 
exports to the U.S. as well as 17 
per cent of exports to all countries. 


Nearly 85 per cent of Quebec’s 
exports are from the manufacturing 
sector, and nearly half of these are 
semi-processed resources, such as 
forest products and metallic minerals. 


In recent years there has been a 
significant increase in the export 
of manufactured, high-technology 
products, such as electronic tubes 
and semi-conductors, aeronautical 
products and telecommunications 
equipment. 


Ontario 


Ontario is the largest trader among 
Canada’s provinces and territories. 
Its commodity exports to the U.S. 
in 1986 amounted to almost 

$56.3 billion, or 90 per cent of the 
province’s total exports. Ontario 


accounted for almost 60 per cent of 
Canada’s exports to the U.S. and 52 
per cent of Canadian exports to all 
countries. 


Seventy-three per cent of the 
province's trans-border shipments 
were finished products, worth nearly 
$41 billion. The largest export compo- 
nent was automotive products — motor 
vehicles, chassis, engines and parts. 
Wood and newsprint, non-ferrous 
metals, chemicals, and iron and steel 
accounted for nearly 25 per cent of 
the province’s exports to the U.S. 


At the same time, Ontario imported 
nearly $56.3 billion in commodities 
from the U.S. Ontario alone buys 
more from the U.S. than does Japan. 


The Prairies 


While agriculture remains the 
primary industry, the economies 
of Alberta, Saskatchewan and 
Manitoba have changed significantly 
in recent years. Oil and gas have 
transformed Alberta. Potash and 
uranium now figure largely in the 
economy of Saskatchewan. 
Manitoba has a growing service 
industry and hydro-electricity is a 
major revenue producer. All these 
resources are geared for export. 


In 1986, the combined commodity 
exports of the three provinces totalled 
$17.6 billion, of which $11 billion, or 
63 per cent went to the U.S. Alberta 
exported $10.7 billion in commodities, 
mostly oil and gas, of which $7.8 billion, 
or 73 per cent, moved across the 
border. Saskatchewan’s exports were 
$4.3 billion, of which $1.8 billion, 

or 42 per cent, were shipped south. 
Manitoba shipped $2.5 billion in 
commodities, of which $1.4 billion, 

or 56 per cent, went to the U.S. 


a aa a le 7 oe a ee 


COMPOSITION OF CANADIAN EXPORTS 
60 1960 — 1970 — 1980 — 1986 


4Z2momumv 


CRUDE 
MATERIALS 
AGRICULTURE 


51 


FABRICATED 
MATERIALS 


END 
PRODUCTS 


commen 1960 comms: 1970 comes 1980 cece: 1986 
Bo eS Se CE CE de reinaa ope an gE ER Sea PE 


British Columbia 


The gateway to the Pacific is a major 
exporter and, as recent events have 
shown, has been vulnerable to U.S. 
protectionist actions. B.C’s lumber 
industry accounts for more than half 
of Canada’s total forestry production 
and is highly susceptible to the 


pressures of international competition. 


In 1986, the province exported 47 per 
cent of its commodity production, 
worth some $6.3 billion, to the U.S. 


The North 


Mineral exploration and production 
dominate the economies of the Yukon 
and the Northwest Territories, to 
which exports to the U.S. markets 


contribute. Furs and tourism are also 
exchange earners. The territories are 
dependent on goods and services 
imported from the U.S., as well as 
from southern Canada. In 1986, the 
two territories exported $114 million in 
commodities, of which more than $9 
million worth, went to the U.S. 


Good For All Regions 


The value of the U.S. market to all 
regions of Canada underlines the 
importance of a comprehensive trade 
agreement with our neighbor to 
ensure security and ease of access. 
Such an agreement would also 
create new opportunities and 
benefits for all Canadians. WW 


CONSULTATIONS 


An extensive system of federal consul- 
tations with the provinces and private 
sector about both sets of trade 
negotiations is in place. 


Provincial views are taken into 
account through: 


© Quarterly meetings of First 
Ministers, chaired by Prime Minister 
Mulroney. 

¢ Meetings with provincial trade 
ministers, chaired by Minister for 
International Trade Pat Carney. 

¢ Monthly meetings of federal and 
provincial officials in the Continuing 


Committee on Trade Negotiations, 
chaired by Canada’s Chief Negotiator. 


Private sector consultation occurs 
through an advisory network. 


e The International Trade Advisory 
Committee — 39 prominent members 
of the business, labour consumer, 
academic, research and cultural 
communities reporting to the 
Minister. 

e Sectoral Advisory Groups on Inter- 
national Trade — 15 committees 
of experts meeting regularly 
to provide the Minister and 
Trade Negotiations Office with 
information and advice. 
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anada has basic social, 
cultural, and regional policies 
was we think of as essential 
elements of nationhood. They will 

not be bargained away. 


Social Policy 

Canada expects to encounter little 
demand for concessions in the area 
of social programs. The U.S. and 
this country spend a similar share of 
gross domestic product on the basic 
range of social programs — health, 
education, pensions, unemployment 
insurance, social assistance. 


To be sure, there are differences in 
emphasis and programs between 
the two countries. Canada does 
more through the agency of govern- 
ment, especially in health care, on 
which it spends a lower share of 
GDP, than does the United States. 


SOVEREIGNTY: NOT FOR SALE 


The U.S. spends a higher share on 
pensions, less on unemployment 
insurance. 


Over the years, western democracies 
have come to resemble one another 
in their social programs. But this has 
been a natural evolution, not the 
result of trade negotiations. Social 
programs are not up for negotiation 
in the Canada-U.S. talks. Either 
country can, of course, complain if 

it feels some aspect of the other’s 
social policy is a hidden export sub- 
sidy. However, this is simply not the 
case with Canada’s social programs. 


Cultural integrity 


Trade negotiations are a learning 
process, in which each side tries out 
the other to see where there is any 
give. The U.S. may not have under- 
stood the significance to Canadians 
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of cultural sovereignty and believed 
Canada had something to give in this 
area. Repeated declarations to the 
contrary from the highest levels in this 
country have set the record straight. 


This doesn’t mean Canadians want 

to keep American cultural products 

out of Canada or refuse to negotiate 

on conditions of cultural trade. On the 
contrary. Look at Canada’s movie 

and TV screens, its newsstands and 
bookstores, its record shops: American 
titles dominate. Cultural trade, only 
about one per cent of the bilateral total, 
is heavily in the United States’ favour. 


Clearly, the aim of Canadian policies 
is to provide the opportunity for 
Canadian creative talents to flourish 

in the cultural industries, and for 
Canadians to have an opportunity 

to enjoy them. After all, cultural activ- 
ities — including popular entertainment 
— are the vehicle for our self-expression. 
They help us to shape our identity as 
a people, to reflect on our place in the 
world, give us a lift, a laugh, and in 
Our Own idiom to express our 
emotions and our intellects. 


With their huge market, American 
cultural industries can cover their 
costs at home and realize additional 
profits in Canada. Canadian com- 
panies can recover far less in the 
Canadian market, one-tenth the size. 
Unless we aid our broadcasters, film- 
makers, magazines, book publishers, 
sound recording industries and 

so on to reach Canadian consumers, 
we might as well shut up cultural 
shop. We won't do that. 


On the contrary, we are taking steps 
to strengthen our cultural identity 
through policies such as those on 
book publishing and film distribution. 


Regional Policy 

Canada takes a firm stand on reg- 
ional equalization. That does not 
mean this country turns a deaf ear to 
complaints, or a blind eye to signals, 
that a regional aid program may be 
construed as undue assistance to an 
export. What we insist upon is the 
necessity of upholding the Canadian 
Constitution and to try to ensure 
equality of essential services and 
development opportunities through- 
out Canada’s six regions: Atlantic, 
Quebec, Ontario, Prairies, Pacific 
and Northern. 

Regional policy responds to the 
extraordinary geographic character 
of Canada, essentially a ribbon of 
settlement strung out across the 
northern half of the continent, each 
region with differing resource en- 
dowments. We seek to even out 

the inequalities through equalization 
payments, our social and cultural 
policies and programs of aid to help 
people help themselves through 
economic advancement. In its fun- 
damentals, regional policy, too, is 
not a matter for negotiation. 


SELF-DETERMINATION 


In the negotiations, Canada is 
asserting itself firmly and clearly on 
sovereignty issues. The very act 

of international negotiation is an 
exercise of Canada’s sovereignty. 
Our sovereignty is in no way 
diminished by any of the hundreds of 
international agreements that we are 
a party to. A trade agreement will be 
no different. We are confident that, at 
the end of negotiations, our two 
countries will emerge with an 
agreement that respects the national 
sovereignty and self-determination of 
both countries in setting cultural, 
social and regional goals. 
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YOU ASKED 


WHY NEGOTIATIONS WITH 
THE U.S.? 


ependent as Canada is on 
trade for economic growth 
mmmmmm and jobs we need a mega- 
market for our exports. We have 
never done as much business with 
the United States as we do today. But 
we do not have as secure access as 
we need to the American market. 
Indeed, the cloud of protectionism 
looms along the border. We need an 
agreement to roll back the gathering 
storm of trade restrictions. 

We seek to open up and guarantee 
access to the giant U.S. market of 
250 million people on behalf of our 
producers, manufacturers and 
workers. 

Canadian workers stand to gain 

from a new trading arrangement 
between our countries. It would 

give Canadian manufacturers more 
opportunity to specialize, to achieve 
world-scale production runs, to im- 
prove productivity. By becoming more 
competitive in the U.S., Canadian 
exporters can increase their opport- 
unities in the global marketplace. That 
means more jobs and higher wages. 


WHY A SPECIAL DEAL? 


Any agreement reached with the 
U.S. would be entirely consistent with 
the provisions of the GATT. But the 
multilateral GATT negotiations in 
which we are engaged are complex 
and will take several years. Mean- 
while, Canada and its neighbour 
believe they can move quickly 

to free up and expand their mutual 
trade through a special arrange- 
ment under GATT Article XXIV, 

a deal which is tailored to the 
particulars of the largest bilateral 
volume of trade in the world. 


ARE THERE RISKS? 


There are risks in any commercial 
transaction and this negotiation 
between the world’s largest trading 
partners is no exception. The 
government believes, however, that 
the opportunities far outweigh the 
risks. The greater risk would be to 
ignore the forces of change and 
protectionist pressures that impede 
our trade and economic growth. The 
assessment of economists Richard 
Lipsey and Murray Smith illustrates 
this point: 

“‘This Canadian initiative (is) not 
an act of desperation but of 
confidence. A Canada-United 
States Agreement offers the most 
promising opportunity to create 
a more efficient, adaptive, and 
outward-looking Canadian - 
and U.S. economy that would 
provide rising standards and 
expanding employment oppor- 
tunities for the great majority 

of people.”’ 
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CAN WE COMPETE? 


Yes. We've demonstrated that time 
and time again. Telecommunications 
and informatics are examples. So is 
the automotive sector. Access to the 
U.S. market has made our auto 
industry world-class. Even our 
shakes and shingles exports are still 
competitive, despite U.S. protectionist 
action. We can compete more 
effectively under terms of free and 
fair trade. And trade and competition 
are the handmaidens of prosperity. 


WHAT ABOUT THE AUTO PACT? 


Canada is happy with the Auto Pact 
and sees no reason to change it. We 
are prepared to discuss the auto- 
motive industry, since trade in its 
products constitutes a third of our 
total trade with the U.S. But we will 
not put the benefits of the Auto Pact 
at risk. Our view is: “‘If it ain’t broke, 
don't fix it’ If the other side has 
proposals which would increase 
Canadian production, jobs and 
income we will look at them. 


WHAT ABOUT AGRICULTURE? 


The major problems in this sector 
flow from the excess of production 
over demand and the subsidy war 
between the European Community 
and the U.S. The side effects are se- 
riously impairing our export markets. 
The task of bringing agricultural sub- 
sidies and other sector issues under 
GATT discipline is a priority in the 
GATT negotiations. To the extent we 
can make progress in the Canada- 
U.S. negotiations in defining allowa- 
ble subsidies or reducing other non- 
tariff barriers such as health and 
technical regulations, it will contribute 
to the resolution of these problems in 
the multilateral negotiations. In the bi- 
lateral context we are not negotiating 
the status of farm marketing boards. 
Both Canada and the U.S. have their 
own unique systems for marketing 
farm products in a manner that is re- 
sponsive to their domestic constitu- 
encies. Essentially, agricultural trade 
issues are global in nature. 


WON’T THERE BE LOSERS? 


There are weak firms and strong 
firms within every industry. Expanded 
trade opportunities would help both. 
Protectionism and declining external 
markets ultimately would harm both. 
The object of negotiating free trade is 
to benefit the stronger firms and to 
encourage the weaker to strengthen 
their competitive position. 


TIME TO ADJUST? 


An essential element of all trade 
agreements is a transition period 
which allows time for adjustment 

to the operational requirements 

of particular sectors before the new 
trading rules are implemented. That 
will be the case in any agreement 


reached with the U.S. Historically 
trade liberalization is phased in over 
a period of 10 years or so. 


ARE THE AMERICANS 
INTERESTED? 


The U.S. has a profound foreign 
policy interest in its relations with its 
northern neighbour and ally. Trans- 
border trade is the daily ingredient 


Securing Canada’s Future 


of the relationship. Canada 

is the largest market for American 
exports — Ontario alone imports 
more from the U.S. than does 
Japan — and the only one in which 
their share of market has been 
rising recently. They also count on 
successful negotiations with us to 
send a signal for international trade 
liberalization in the GATT — if good 


friends and neighbours — mana- 
ging the biggest trade in the world — 
cannot fight protectionism in favour 
of free and fair trade, wno can? 


President Reagan: 


“| pledge to you now that we 
shall commit ourselves and 
the resources of our 
Administration to good faith 
negotiations that will make 
this visionary proposal a 
reality. And on this, the 
Canadian people and the 
members of Parliament have 
my word.” 


U.S. Senate Finance Committee 
Chairman Bentsen: 


“| think the chances are very 
good we can work out an 
agreement.” 


“We need a truly free trade 
agreement. . .l support such 
an agreement. | believe the 
Senate Committee will 
support such an agreement.” 


PLAYERS AND PROCESS 


The Canada-U.S. trade negotiations, 
initiated by Prime Minister Mulroney 
in September, 1985, are directed by 
Cabinet. Through its Priorities and 
Planning Sub-Committee on Trade 
Negotiations, chaired by the 
Honourable Pat Carney, Minister for 
International Trade, the government 
provides Ambassador Simon Reis- 
man, Canada’s Chief Negotiator, 

with his negotiating mandate. 

Across the bargaining table sits Am- 
bassador Peter Murphy, Chief 
Negotiator for the United States. The 
responsible U.S. Cabinet member is 
Clayton Yeutter, U.S. Trade Represent- 
ative. The Chief Negotiators are in the 
midst of detailed discussions of what 
could be an historic trade treaty 
between Canada and the U.S. They 
have until early October to try to reach 
a deal each can recommend to his 
government. 


The deadline is dictated by the “‘fast 
track’’ approval provision of U.S. trade 


law which expires January 3, 1988. It 
requires President Reagan to submit 
an agreement 90 days in advance to 
Congress which then has 60 days to 
deal with it — a yea or nay vote without 
amendment, a feature of great import 
to Canada given the protectionist 
mood of the U.S. Congress. 


At home only the federal government 
has jurisdiction to enter into an inter- 
national trade treaty and Parliament 
would have to approve any imple- 
menting legislation. Prime Minister 
Mulroney and the provincial premiers 
have agreed to discuss procedures 
for approval and implementation 
should an agreement involve matters 
of provincial jurisdiction. 


Canagian participation in the muftila- 
teral trade negotiations in GATT is 
similarly directed and mandated by 
the government. Ambassador Sylvia 
Ostry represents Canada in the GATT 
talks. 


CAN WE MAKE A GOOD 
DEAL? 


We have in the past. There’s a long 
history of mutually beneficial trade 
agreements with the U.S. They in- 
clude the Auto Pact and Defence 
Production Sharing Arrangements. 
We've been negotiating almost con- 
tinuously since World War II with our 
neighbour and other countries to re- 
duce trade barriers. Our experience 
and that of countries in nine other in- 
ternational free trade agreements un- 
der the GATT does not suggest the 
smaller country loses out. 


The government is not taking a 
gamble on free trade or engaging 
in a hazardous leap of faith. In the 
light of historical experience, it is 
exploring the most realistic course 
available to sustain and stimulate 
production and employment in 
Canada through trade expansion. 


Above all, there is a constant 
awareness of one essential fact: 
It has to be a good deal for 
Canadians, or there will be 
no deal at all. 
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TOWARDS A BETTER GATT 


A major new round of nego- 
tiations is under way among 
mummmm the 93 nations of the General 
Agreement on Tariffs and Trade, or 
GATT, the cornerstone of the world 
trade system that Canada has 
helped build in the years since World 
War II. GATT — the name now stands 
for both a treaty and an organization 
— governs about four-fifths of world 
trade. 


The bilateral Canada-U.S. negotia- 
tions are taking place within the GATT 
framework. Indeed, they are calcu- 
lated to complement and reinforce 
the more elaborate and longer- 
drawn-out multilateral negotiations. 


For one thing, freeing up and ex- 
panding the already huge volume of 
trade between Canada and the U.S. 
would have a trade-generating effect 
throughout the GATT system. Then 
again, the Canadian-American effort 
to develop fair-trade rules and 
mechanisms, as well as new 
approaches to the problems of trade 
in agriculture and services, will assist 
efforts to tackle these same issues in 
the multilateral system. 


GATT nations have made enormous 
headway in lowering tariffs and red- 
ucing other barriers to trade through 
the seven rounds of negotiation they 
have held since GATT’s founding 

in 1947. World trade has multiplied 
many times. Canada’s tariffs on 
average have come down from 20 
per cent of the value of dutiable 
imports to only seven per cent. The 
U.S. level has dropped from 30 to 
five per cent. The final cuts approved 
in the 1973-79 Tokyo Round of 
negotiations are being implemented 
this year. 


CURRENT ACCOUNT BALANCE OF PAYMENTS 
WITH THE WORLD — 1975-1986 
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The Tokyo Round furthered GATT 
fair-trade aims among those nations 
adopting codes to try to reduce 
protectionism in five fields: subsidies 
and countervailing duties; customs 
valuation; import licensing; technical 
barriers to trade; and government 
procurement policies. 


The GATT system has had to contend, 
however, with a wave of 
protectionism, resulting from the 
economic slump of the late ’70s and 
early 80s. Governments have been 
under pressure to protect domestic 
jobs against imports, even though 
experience shows that in the long run 
protectionism reduces economic 
growth, hence reduces jobs. 


To forestall trade wars and return 


to the pursuit of trade expansion, GATT 


countries last September launched 
their eighth round of negotiations at 
Punta del Este, Uruguay. One of the 
most ambitious since the founding of 
GATT, the Uruguay Round — the 
negotiations will actually take place at 
GATT headquarters in Geneva — will 
address a range of issues not 
adequately covered by GATT. 


¢ Agriculture. Ways must be found 
to prevent the most powerful 
nations — the U.S. and Europe -— 
from restricting access to their own 
markets and steamrolling foreign 
markets with subsidy programs; 
and to persuade Japan to drop 
its excessive domestic support 
program and to liberalize access 
to its market. 


Services. Though the world is 
moving to a service-dominated 
economy — over two-thirds of 
Canadian jobs are in services — the 
GATT rules do not yet reach into 
this area. The Uruguay Round will 
seek to apply rules to such service 
exchanges between nations as 
finance, consulting, engineering, 
transportation, communications 
and intellectual property. 


Rules and Discipline. Recent 
protectionist practices show that 
GATT’s rules and the means of 
enforcing them must be tightened. 


Tariffs. Despite general reductions, 
highly protected areas remain. 
These include textiles, clothing, 
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footwear and some electronic 
items in the developed countries. 
There are also escalating tariffs on 
further processing of natural 
resource products. 


Canada has always put great stock 
in GATT. All our main trading partners 
are economically larger and more 
powerful. Like other medium-size 
and small countries, we need this 
multilateral forum to make our point 
of view known, to exercise influence 
and to ensure that the rule of law, 
rather than power politics, governs 
international trade. 

(Note: GATT is not the only element 
in the multilateral trade system. Can- 
ada also participates in the Organiz- 
ation for Economic Cooperation and 
Development (OECD), which groups 
24 industrialized countries for re- 
search and consultation, and at its 
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annual seven-nation Western Eco- 
nomic Summit; in a number of 
international commodity agreements; 
in the United Nations Conference on 
Trade and Development (UNCTAD) 
and regional commissions and other 
agencies of the United Nations with 
trade responsibilities. Canada’s trade 
with most non-GATT countries, such 
as the Soviet Union, China, the Ger- 
man Democratic Republic, 
Venezuela and many Middle Eastern 
oil-producing countries, is carried out 
under bilateral agreements.) 


GATT remains, however, Canada’s 
keystone trade agreement and trade 
organization. Just as a new Canada- 
United States trade pact would 
contribute to GATT, so our parti- 
cipation in GATT reassures other 
countries that we continue to 

support GATT goals, rules and princi- 
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ples. That means Canada and the 
U.S. would look to their new agree- 
ment not just to increase trade with 
one another, but to increase world 
trade and prosperity as well. WW 
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as the Soviet Union, China, the Ger- 
man Democratic Republic, 
Venezuela and many Middle Eastern 
oil-producing countries, is carried out 
under bilateral agreements.) 


GATT remains, however, Canada’s 
keystone trade agreement and trade 
organization. Just as a new Canada- 
United States trade pact would 
contribute to GATT, so our parti- 
Cipation in GATT reassures other 
countries that we continue to 
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